CHRALRS (0 


A2 ALOG 10 1969R69-D 


Report and Decision on Review of Policie 


iii 


0 2303 











REPORT AND DECISION ON 
REVIEW OF POLICIES AND PROCEDURES 
FOR CONSIDERING APPLICATIONS UNDER 
THE GAS RESOURCES PRESERVATION ACT, 1956 








OCTOBER 1969 


(LO1L AND GAS CONSERVATION BOARD 
603 SIXTH AVENUE SOUTH WEST @ CALGARY 1, ALBERTA 





REPORT AND DECISION ON 
REVIEW OF POLICIES AND PROCEDURES 
FOR CONSIDERING APPLICATIONS UNDER 
THE GAS RESOURCES PRESERVATION ACT. 1956 


OCTOBER 1969 


OIL AND GAS CONSERVATION BOARD 
603 SIXTH AVENUE SOUTH WEST @ CALGARY 1, ALBERTA 
PRICE $1.50 


Digitized by the Internet Archive 
in 2022 with funding from 
Legislative Assembly of Alberta - Alberta Legislature Library 


OVD 2At& GUA I1O 


https //archive.org/detai isfableg_333980 04 4 63303 


Section 


I 


Ae 


PEL 


IV 


VEL 


VD IE 


TABLE OF CONTENTS 


PRU CLO ere ern fa be nee i ie 


Background 


Application of the Alberta Division of 
the Canadian Petroleum Association 


The Hearing 


THE CALCULATION OF THE AVERAGE ANNUAL 
GROWTH RATE FOR USE IN THE SURPLUS 


CAEGUPATION SY) 9?. Gee rien a a Geen QTeET ee xT eet eee 


THE NUMBER OF YEARS OF GROWTH OF GAS 


Bie AN Cem create hence es. ere Ok yk ee de 


THE USE OF DEFERRED GAS RESERVES IN THE 


AE Uo ORG CULAT EON GS. jetty foe eee ok we 


PERIODIC REQUIREMENTS HEARING AND 


PTE RU SADIUSEME NTS Ps. OF. SPSNP Me, 20, ES 


DEC LSEON AS, MRM, SAS) PRUP ET EAS, of; She. Prow | 


SUMMARY OF THE BOARD'S POLICY FOR THE 
ADMINISTRATION OF APPLICATIONS FOR 
PERMITS FOR THE REMOVAL OF GAS FROM THE 


PROS LNG Biter heparan, 008 ts Cell ee eee in 


LZ 


i 


eae 


38 


49 


60 


63 


ot 


VAAL 4 



















\ 
wor npuaeety Z id 
haat 
howe? aoa 

A 4 

a4 A gid ta aurPre ia obwenk? 

aA vsloviaet aetrh snsd sda 


=a = Pes 
antenna oi? 

10 WOrTAuNdDaAS aur 
v7 A me | a ra + iT yor 5. 


- ts iw 
IT AF 7 IFAD 7 oe 


> *¢ *@ #7 & © « 
sees © « 


I INTRODUCTION 


This report deals with an: application» by the Alberta Division 
of the Canadian Petroleum Association (hereinafter called "CPA") 
requesting that the Oil and Gas Conservation Board modify its 
present policies and procedures in determining the volume of gas 
Pegenves surplusstootheyneeds ofthe Province. Praipreto a 
detailed analysis of the policy matters considered: at the hearing 
of the application, a review of the statute provisions, the 
current method of determining the surplus and the events leading 


up to thesappldcatidon Ais appropriates 


Background 

The Board is charged with the responsibility under The Gas 
Resources Preservation Act, 1956, of ensuring the effective 
Uiidization ofe*@heiodl and gasetesources. of) ther Province having 
regard to the present and future needs of persons within the 
Province. The Act directs the Board to inquire into applications 
made by qualified persons, for permits authorizing the removal 
of gas from the Province. Following inquiry the Board, with 
the approval of the Lieutenant Governor in Council, may grant 
a permit,/refuse: toegrantialpermittor: defer consideration: 

Section 85esubsection» (3) of The GasmResources* Preservation 
Act, 1956, stateer 

"N(3) Thee Bhardashald poteagrant’ a» permits fore theo temovad 

of ahy!' gas oropropanesdrom ithe Province, un less, in) its 

opinion itf@isadnt thet publicointerestrto* doveorhaving 

regard to 


(a) the present and future needs of persons within 
the Province, and 


(b) the established reserves and the crendemi: 
growth and discovery of reserves of gas or 
propane in the Province," 


It is’ under’ this provision? ofoethes Actes (hatet hes Somrde pra or 


to rulings’ on’ applications® for" permits authorizine thetremovatuos 


gas from the Province, 


(a) 


(b) 


(c) 


(d) 


(e) 


estimates the established reserves of gas in the 
Provinee™ 

analyses? and® projects® thes trendst im thei growth 

of? rTresetrvelsvofspasinn whe Provances 

estimates the gas requirements of the Province 
for a 30-year period, 

calculates the gas necessary to meet the annual 
and peak day requirements of the Province for a 
30-year period and to meet existing permit 
commitments, and 

analyses the surplus position of the Province for 
gas having regard to the established reserves, the 
growth in reserves, the 30-year requirements and 


the existing permit commitments, 


The Board in assessing the surplus position of the Province 


with respect to gas has since 1966 categorized the requirements 


and reserves into contractable and remaining. Briefly, 


contractable requirements are the total of the Alberta require- 


ments which would normally be under contract to a gut a lit yy 


company or large industry and the existing permit commitments. 


Remaining requirements include those for delivery to meet 


local needs:in.the latter portion of the 30-year period plus 
the gas necessary to sustain peak deliveries in the terminal 
or 30th year. Contractable reserves are those available for 
delivery now or in the near future which are under contract 

of which could be.contracted for, Remaining and future reserves 
include both those currently beyond economic reach and those 
where production has been deferred but where production can be 
expected within 30 years. Also included in remaining and 
future reserves are certain gas reserves not yet discovered 

or developed but which the Board anticipates will be developed 
within an early period. 

TO the, epteualecops iteration of, an application for a permit 
authorizing the removal of gas from the Province, the Board 
assesses theravyatitapility ofa surplus.in the following manner; 

: It determines the existence or otherwise of a 
contractable. surplus, by. comparing 

(a) the contractable reserves, being, the est ablished 
reserves within economic reach less any reserves 
deferred. for .reasons of cycling or, oil 
conservation, and 

(bip,tie:toral of The contrartabie Alberfa require. 
ments and the remaining permit commitments, 
where, the. contractable Alberta requirements are 
taken, as, the greater, of 30. times® the, requirements 
of the, First year of the period under, consider— 
ation or, the remaining reserves in those fields 


committed, to and supplying Alberta's. requirements. 


2. The Board determines the existence or otherwise of a 
future surplus by comparing 

(a) the remaining Alberta requirements ineiludine tie 
gas necessary to provide for the terminal year 
peak day, and 

(b) the remaining and future reserves determined 
as the portion of the reserves now beyond 
economic reach which the Board estimates will be 
within economic reach within the 30-year period™ 
the portion of the deferred reserves which the 
Board estimates will become available within 
the 30-year period, and the growth of gas 
reserves anticipated over a 24-month period 
commencing at the time of the appraisal. 

3. Where the application is otherwise satisfied, and where 
there is a contractable surplus adequate to meet part or all of 
the requirements of an application for the removal of gas from 
the Province, and where there is also a future surplus, the 
Board is prepared to grant a permit for the removal of gas 
from the Province. 

4. Where the application is otherwise satisfied, and where 
there is a contractable surplus adequate to meet” purt or alllor 
the requirements of an application for the removal of gas from 
the Province, but where there is a future det Volto," the: polite, 
of the Board is to have regard for the fact that the terminal Year 
peak day requirement portion of the remaining Alberta require- 


ments is somewhat uncertain. In such an instance,’ the Board 


considers the significance of any such deficiency in this 
portion of the requirements having regard for the long term 
growth rate of gas reserves, the percentage of the apparent 
ultimate* reserves of the’ Province’ that-haveladready been 
developed, the likelihood that the peak day requirements could 
be supplied by other means, and the number of additional years 
of growth of gas reserves which would be required to overcome 
the’ deficiency. If the Board is satisfied that the future 
deficit could be met by a reasonable additional number of years 
of growth ofTsas reservess Ge Vel prepared to ¢grantea pernit 


for the removal of gas from the Province. 


As is noted in paragraph numbered 2 above, the Board has 
regard to the trends in growth and discovery of reserves of 
Seas in thewrProvince by including in the reserves available to 
meet the remaining requirements of the Province, the growth 
in reserves that could reasonably be expected over a two-year 
period. This has been its practice for approximately %the past 
10 years. Since 1966, the Board policy, under the conditions 
described in paragraph numbered 4 above, has been to rely 
upon more than two years growth of gas reserves for the 
Protection of the SO0tCh) year peak day requirement, 

The Board has over the years received a number of requests 
to increase its reliance on future gas by weing up to Live years 
Srowth of reserves. Following the last representation in 1968, 
from CPA, the Board stated erie it would be prepared to 


reconsider this matter at a spéciald hearing if CPA or any 


other interested party wished to make an application. 


Application of the Alberta Division of the Canadian 
Petroleum Association 


ee eee 

CPA in a submission dated: April, 1969, requested that the 
Board convene a special hearing to receive representations from 
interested persons regarding the Board's present policies and 
procedures in determining what volumes of reserves are surplus 
to the future needs of persons within the Province pursuant to 
section 8 of The Gas Resources Preservation Act, 1956. The 
CPA applicationjispecifically, sought to have, they Boards policy 
so changed that the average annual growth rate for gas reserves 
as used in determining the future surplus be calculated on the 
basis of the average over the most recent 10-year period and 
that the number of years of growth in reserves be determined 
on the basis of the Province's estimated remaining reserve 
potential. (These matters are more fully dealt with in Sections 
Ilyands TILieofsthis! report.) -CPA also appl ledatomhave ua portion 
of currently deferred gas included in the calculation of the 
contractable surplus rather than in the future surplus as is now 
the practice. (This matter is discussed in Section TL Viee) 

CPA included in its submission a study of the total potential 
reserves of oil, gas, natural gas liquids and associated sulphur 
in Canada. The term potential reserves as used in the application 
referred to estimates of the total amounts of these products 
that can be expected to be ultimately recovered under present 


day technology and conventional methods of production. 


The Geological Reserves Committee of The Canadian Petroleum 
Association used the volumetric method in estimating the potential 
reserves imoCanada’l [It estimated the volume of sedimentary rocks 
in a given area and multiplied this volume by an oil recovery 
factor which was an estimate of the number of barrels of 
recoverable oil believed to exist per volumetric unit of 
sediment, Having determined the potential oil reserves by the 
volumetric method, the Committee determined the pio Het taki de ais 
reserves using a gas reserve to oil reserve ratio. Both the 
oil recovery “factor “and “the ‘@as “to oil ratio were estimated 
on the basis of experience in areas considered to be comparable 
and in advanced stages of development. 

The Committee study concluded that the potential reserves 
of Alberta were 150 trillion cubic feet of raw natural gas 
and that 120 trillion cubic feet of this raw gas would be 
marketable, 

CPA also included in its submission an approximate assess-— 
ment of the cost to the producer within the Province of delay 
in initial sales of gas reserves. The submission concluded 
Chat the average before Stars ost sto [the @ais jpxioducing industry 
of carrying an unsold developed inventory of one trillion cubic 
feet of 'gus’ for tore Sear wowld ‘be wap prox imately: @:,.8r mild ion 
dollars. The applicant stated that if Board or other Govern- 
mént regulation causéd a délay in marke timery tits’ would) be 
an unnecessary loss to the gas producing industry ‘and to the 


provincial economy generally. 


The Hearing 
Upon receipt of the application from CPA the Board further 
reviewed the policies respecting applications made under The 
Gas Resources Presiervat ion {Act , 21956 yj andm@decideds gomuravide 
forsrepresentations respecting <other) mattergmartccuiaqgmred 
present procedures). » Accordingly, «the Board issued ta-Notice of 
Hearing dated April 30, 1969; enunciating the specific proposals 
of CRA sthat ‘the ypolicies be vahtered by: 
(a) calculating the average annual growth rate for 
additions to gas reserves on the basis of the 
average growth rate over the most recent 10- 
y co Wap e rao ce 
(b) determining the number of years of future gas to 
be used in the surplus calculation on the basis 
of the Province's estimated remaining reserve 
POten Gia le 
ct) including a portion of currently deferred gas 
in the calculation of the contractable Sump west, 
The Notice of Hearing also provided for the consideration of 
submissions respecting the following matters; 
(d) the holding of an annual hearing, to consider «the 
gasy Feserves .of sthe Province) and suhe mise sof. tiase 
reserves to assess applications made during the 
subsequent year, 
(e) the holding of a hearing annually yon vati*somemother 


regular interval, to considemd tune requirements of 


the Provinee for gas and the usé@sof these require-— 
ments to assess applications made during the interim 
prior to the next regular hearing, 
(ft) the simplication of interim calculations of the 
gas necessary to meet the Province's total require— 
ments by expressing, on the basis of listory, the 
total requirements or peak requirements or both of 
the Province as a multiple of the first year's 
requirements, 
(The matters referred to in clauses (ad), (2) and (f) above ate 
discussed in Sections V and ME) 
The application of CPA and the representations respecting 
the other matters were heard on June 18 to 205 19695°b7) the oid 
and Gas Conservation Board, With @. W. Govier, FP. Ene. 4 ehuph: 


Manyluk, P. Eng., and Vernon Millard SLeEtCLAES 


APPEARANCES 
The following persons appeared at the hearing: 


Abbreviation 


of Name 

Used in Represented 
Appearances Report by Witnesses 
Alberta Division C.R.Mattinson 
of the Canadian J. BaMcDon ald, Ene. 
Petroleum R, LL; Slavwings Geol, 
Association CPA D.W. MacFarlane 
Alberta and Alberta and R.A.MacKimmie, D.McMorland,P.Geol. 
Southern Gas Southern QeGs 
Co. Ltd, 
Canadian Fina Canadian G. W. Brown Rog (GOpt7, Fran iat. 


Oil Limited Fina 


Appearances 


Canadian Western 
Natural Gas 
Company Limited 
and Northwestern 
Uo st tess 
Limited 


City @omeC aks any 
and 
City or Gedmomtor 


Consolidated 
Neen la Gars 
Limited 


Great Plains 
Development 
Company of 

Canada, Ltd. 


Home Oil 
Company Limited 


Husky Oil Ltd. 


IP 2G IL42 Le 
Reeroveuncmatde 


Pan American 
Petroleum 
Corporation (now 
named Amoco 
Canada Petroleum 
Company Ltd.) 


Shel Canada 
iL, Stal je yal 


Trans—Canada 
Pipe Lines 
Limited 


Westcoast 
Transmission 


Company Limited 


BOE dasSia are 


Abbreviation 
of Name 
Used in 

Report 


Uti iity 
Companies 


Cities 


Consolidated 


Grueaeee Fans 


Home 


Husky 


Pacific 


Amoco 


Shell 


Trans-Canada 


Westcoast 


10 


Represented 


<a aby oe Saren 


G, Ag CS Steere Oy CF 


S.J,Helman, 
A.F.Macdonald, 


acs 
: Laycraft, 
QO”. Cc; 


Py ePodmaront , 
Peto 


Jiuehs So @la Es, 
P 


~ Ene 


G.G.Meisner, 
Peet oe 


G. W. Lade 


Gy aE. 2b rer be 


C.R.Fetherston 


R.J.Ludgate 


J. Lutes 


ote 


Witnesses 


Je EE. Maybin = oalog. 
Deebe el lock jeBaene- 
Nad Stbashulk Porn ee 


PY "Podmarorirerernc. 


J. Re Sears, Pe ince 
GeeGewMeisner (PPT Eng- 
A, D. Roganvieeiarac 
CMe Ghernorine aioe 
G. WR eee teen 


G.A.Leslie,P.Geol. 


Gia ,De SOL Cyr Er shen 


G.C. Watkins 


Westcoast at the hearing, confined itself to cross-— 


examination of witnesses, 


mer i ees 


II THE CALCULATION OF THE AVERAGE ANNUAL 
GROWTH RATE FOR USE IN THE SURPLUS 
CALCULATION 
As giscussed sinisSection I, in gts determinagt lon somatic 

existence, om otherwise of a future surplus thewBoard includes 
in the estimated remaining and future reserves the growth of 
gas reserves anticipated over a two-year period. [tis site 
Board's current policy to set the tevowthy aterm or ethic per loca] 
the lesser of the Lone term post - 1950 ‘crowth valemonue: icmp e 


established during the immediately preceding 24-month period. 


Cie Views "obaces 

CPA proposed that the average annual trend of additions 
to gas reserves be determined as the average of the most recent 
10-year period. In support of this yproposals (thes Gra, supa. s10n 
stated that the use of a 10-year average would relate the trend 
of reserve additions to a current period, would minimize theverrece 
of short term fluctuations in discovery rate and would eliminate 
the effect of the early history of exploration successes seit 
was submitted by CPA to be the fairest method of reflecting the 
performance potential of the industry over the long term. 

In answer to questions put to him at the hearing by.Mr. Steer, 
Mr. McDonald said that the present Board policy of usingvthe 
lesser of the long term or two-year growth rate is an overly 
protective and unrealistic way of assessing the future potential 
of the industry in Alberta. He said that there were adequate 


safeguards in the CPA proposals without the inclusion of the 
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two-year feature.’ He said that if there were a rapid falling 
off of the reserves growth curve this would be reflected in the 
magnitude of the reserves available in the surplus calculations, 
Mr. McDonald predicted that a permanent falling off of the curve 
Should not occur until about 75 per cent of the ultimate reserves 
of the Province have been discovered. From that point onward, he 
said, there would be a gradual declining trend which would be 
adequately approximated by the extrapolation of reserves growth 
on the moving 10-year basis Proposed by CPA, 

He later gave an indication of the sensitivity of/the 
approximation by using the CPA forecast curve to demonstrate 
the degree of departure between actual and preceding 10-year 
growth trends, For 1990, the year of poorest agreement, the 
annual growth was predicted by CPA to be 1.8 trillion cubic 
feet, while the average annual growth rate in the 10 years 
1981 to 1990, as determined from the same curve, was estimated 
to be 2,3 trillibneeubic feet, giving a difference of 0.5 
trillion cubic feet of 1000 British thermal Untiagas si aMr; 
McDonald said that only about 0.6 years of trend gas would be 
used in surplus calculations in 1990 (in accordance with the 
CPA proposed formula and the CPA estimate of reserves remaining 
to be discovered), implying that this factor would tend to 
offset the trend curve discrepancy and result in adequate 
protection for Albertans. The CPA formula for years of trend 
gas is discussed in Section III. The time lag between the 


actual growth curve and the extrapolation of the 10-year trend 


as "ee = 


in the period of declining growth rate was estimated by Mr. 
McDonald’ to be*about four-years. 

In IJresponsestodquestdoningsbyathevysolicitors gor thesUaticess 
Mr. McDonald agreed that there was never, to his knowledge, an 
actual case of contractable reserves of gas having been locked 
in due to the two-year trend feature of the Board's current 
policys SHe¢vaid!thatMsuchgiockingeSin#could oceureingthernext yo 
years due to the cyclic nature of reserves growth, and if it 
should occur, might tend to cause gas purchasers in distant 
markets to lose confidence in the Alberta supply. The matter of 
locking in of gas is discussed further in Section III. 

Mr. MeDonald saidithat CPA had checked: theisensitivity 
of the 10-year average growth trend against that for other 
periodsvandthad found thatta period of eto lO {years isWbest 
for smoothing highs and lows and for representing the industry 
progress record. A period of less than seven years would cause 
unsatisfactory «swings in the growth trend, he said; 

In vere argument, Mr. MacFarlane said» that iif the Board 
were concerned that the 10-year averaging period was too lengthy, 
he believed tttWatsceAtwouldanottob ject toethe luséeoreeleix= 
or seven-year period instead. 

(2) eo 3Views Ofvthe 1UtPlity (Companies 

The Utility Companies ‘agréed* that it wouwld be Sréeasonable sta 
adopt the proposed 10-year trend period in place of the long 
term trend now in use. They stated that recent experience in the 


growth rate must be given some weight, and recommended that the 
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growth rate used to determine the amount of trend gas used in 
the surplus calculation be the average of the most recent 10- 
year or three-year period, whichever is the lesser, Mr. 
Maybin testified that if a three-year period were used instead 
of the current two-year period this would eliminate the locking 
in of gas due to one atypical year of very small reserves growth. 
He said that the short term swings are not too meaningful at 
this stage of reserves development but would become most 
meaningful when most of the reserves have been discovered. At 
that time, he said, a trend setting method of greater seneitay Loy 
than the proposed 10-year average should be used. While 
advocating that the Board maintain some flexibility in interpreting 
the reasons for a sharp down-turn in growth and act accorgingly, 
Mr. Maybin agreed that industry must have an appreciation of the 
administrative ground rules as preparation is being made for 
gas permit hearings. 

(3)..Views, of the, Cities 

Like the Utility Companies, the Cities recommended the use 
of the lesser of a 10-year average growth rate or the rate for a 
sHorter périod, “say threé years, “inthe *surtpltis ealéuiaéiena In 
representing the Cities at the hearing, Dr. Flock said that use 
of the three-year average could be considered as a safety factor 
which would provide a suitable control at the time when a 
permanent decrease in discovery rate occurred. He agreed that the 
same type of control might be achieved if the 10-year averaging 


period were reduced in relation to the ultimate remaining reserves. 
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(4) Views of Other Interveners 

Alberta and Southern, Amoco, Canadian Fina, Consolidated, 
Great Plains’, Home, ‘Husky, Pacific’, iShe 1) “andi Trans-Canada 
supported the CPA proposal to establish the trend in reserves 
growth by averaging the growth rate over the most recent 10-year 
period. 

Mr. McMorland, the witness for Alberta and Southern, said 
that due to the past history of the growth trend in Alberta it 
is not necessary to consider shorter averaging periods such as 
two or three years. Tn argument Mr.* Mekimm ite ysatide that ea 
10-year average trend would be more realistic than a trend 
established by the current method. 

Amoco observed that any locking in of gas resulting from 
the Board's present policies in determination of surplus would 
have a profound effect on the company's gas exploration and 
production effort and would require a re-assessment of further 
acCivities, “air. Chernott. testifying for Amoco, said that 
it would "bebappropriateetolsetvthe trendiinr reserves growth 
rate at annual reserves hearings if the Board decided to’hold 
such hearings. 

Husky stated that the CPA Proposal would tend to dampen 
and moderate the effect of large swings in the rate of discovery of 
aoe, 

Paciltte@saidhthat’the 10-year average is long enough to 
moderate cyclical swings in reserve discoveries and short enough 


to-be more"representativée of*the éufrent trend of reserves growth 


—— (ee = 


than the long term trend rate, 

(5) -Views of the Board 

The Board agrees with the more or less unanimous opinion 
Presented at the hearing atfirming.the suitability of basing 
the projected future Srowth rate for gas reserves on the most 
recent 10-year period instead of the long term post-1950 period. 

The Board has given serious consideration to the evidence 
Presented at the hearing bespecping-the desirability or other- 
wise Of amodifyine the 10-year period appraisal through 
application of a short term test in the event that the growth 
rate in the most jrecent-two .to we vs years is below that experienced 
earlier da ,the period, The Board concludes that such a short 
term test should not be applied in every instance as a matter of 
policy (in that Cemporary reductions in the reserves growth rate 
can occur for many reasons which would not necessarily mean that 
the growth rate should continue to decline, On the’ ether hand, 
the Board wishes to rétain Suffieient Plexibility se that” az may, 
Where “appropriate, give greater weight to the latter portion of 
the 10-year period. For this reason the Board believes the 
reserve growth applicable for a number of years in the immediate 
future should be forecast on the basis of a best judgment 
projection of the growth experienced in the preceding 10 years, 
The duration into the future of this projection is digcus sed 
in detail in the following section. 

Considering the approximate fraction of ultimate reserves 
developed to dates avstraishnt. Line projection at essentially 


the arithmetic average growth rate experienced over the previous 
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ten years could be expected, in any "eventyethe@srowthwrate 
projected for®the future’ would’ not exceed t(hemaveragesratenover 
the’ previous l0™yéars.” “However, “in “some instances! where 
several: years of less’than average reserves growth has been 
experienced at the end of the 10-year period, the Board may 
project a declining growth rate into the future. Factors 

which might affect the Board's judgment as to whether a 
continued declining growth rate should be anticipated will 
include the fraction of ultimate reserves considered to be 
developed, the demand for gas during the latter portion of the 
period being investigated and estimated for the immediate 
future, the level of exploration activity and the related 
succes'’s "ratio, the trends tin “ol1lexplorationy. cter genera lecuare 
of the economy, and pertinent political or regulatory develop- 


ments in the marketing region, 


~ a. 


Tet T. THE NUMBER OF YEARS OF GROWTH OF GAS 
RESERVES 

In gas permit applications considered since 1959 ,.the. Board 
has used a two-year reserve growth allowance in its calculations 
of the Alberta gas surplus. The Board defined the two-year 
allowance as being the lesser of the long term growth rate ag 
computed by the Board or the actual reserve growth in the 
most recent 24-month period, 

The Board modified this policy in its report of June, 1966° 
in so far as it pertained to reserves necessary to provide 
deliverability in meeting 30th-year peak requirements. Tots 
recognized that such requirements differed from other requirements 
in that a substantial portdon of the cushion gas requirements 
may be satisfied by alternative methods. However, in considering 
the portion of cushion gas that may be met from the growth in 
reserves beyond the two-year period, the Board did not believe 
it desirable to adopt a fixed quantity or set number of additional 
years growth in gas reserves, Rather, the Board indicated "it 
would have regard to the long term growth rate of gas reserves, 
the number of years of growth at this rate that would be 
required to satisfy the portion of the requirement not otherwise 
met, the percentage of the apparent ultimate reserves of the 
Province that have already been developed, the likelihood that 
the peak day requirements would to some extent be supplied by 


a a ee ete ee ev te seman os 


(1) Report on an Application of Trans-Canada Pipe Lines Limited 
under The Gas Resources Preservation Act, 1956. June, 1966, 
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other means, and any other matters of relevance." fThe Board 
has reaffirmed this policy in subsequent reports. 

In summary, the Board's current policy lsat Gminclide two 
years growth of gas reserves in the future surplus calculation. 
In the event that the remaining Alberta requirements exceed the 
remaining and future reserves, the Board has regard for the 
Fact that the cushion gas portion of the remaining Alberta 
requirement is a lescrdafinite requirement for gas and 
considers the significance of any deficiency in the meeting 
of this portion of the requirement in the light of the factors 
set forth above and the number of additional years of growth 
of gas reserves which would be required to overcome the 
deficieney?s 

CL) °°Vidws of CPA 

CPA proposed that the number of years Of growth of eas 
reserves allowed in surplus calculations be determined by 
the following formula: 


Potenttal “Reserves == Ultimate Reserves 
iG 


Years’or Growth 


i] 


ultimate recoverable marketable 
natural gas reserves of Alberta 
including both existing pools and 
future discoveries; 


where Potential Reserves 


ultimate recoverable marketable 
natural gas reserves discovered in 
Alberta at-the date of culculartone 


I 


Ultimate Reserves 


CPA contended the formula provided a simple method of relating 
the number of years of gas reserve growth used in future surplus 
calculations to the degree of development of Alberta's gas reserves. 


Based on a potential gas reserve figure of 00) triliwonmcubpic feet, 


~ Den 


GPA estimated that at the present time, the formula would 
yield some 4.9 years of growth of gas reserves for inclusion 
in the future surplus Galeulation.«uThis figure corresponded 
to a degree of reserve development of some 50 per cent; When 
72 9PePacentuciutheucaccumed 100 ctrilljonMoubic .fectaaf reserves 
had been discovered, the formula would genenates2 d5yearseof 
Sas reserve growth; at 90 per cent development only 1 year 
would be used, 

CPA believed that, in conjunction with its proposal for 
calculating the average annual trend in additions to reserves» 
the formula would provide an adequate safeguard for Alberta's 
§as consumers. . Under cross-examination at the hearing, Mr, 
McDonald, a witness for CPA, indicated that the denominator of 
10 incorporated in the formula was designed to yield approx- 
imately 5 years of growth in »gas reserves at the current stage 
of development of the Province's potential reserves, This was 
consistent with previous recommendations made by (GPA «to bythe 
Board. Mr.,McDonald also revealed it was not CPA's intention 
that the formula would be used in a rigid manner; rather, it 
would function more as a guideline for the Board, 

(2) ewVilewss.of thaw ttieg 

The Cities stated that the use of two years growth in gas 
reserves under the current Board policy had not resulted in 
problems in the past and would not in the futures wif the 
discovery, nate. remained at high levels... |The, Cities suggested 
that any increased reliance on future as reserves by the Board 


should be temporary, until a subsequent reserves and requirements 
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hearing be "Weld." In =tescimany. 9Dre Foe witnes¢@ "for tre 
Cities , clarified the "Cities" “position,” He stated ‘that Ete sCirtias 
were not strongly opposed to the use of some additional years 
of gas reserve growth and that the allowance. might extend to 
three years. This view Was related Co the ittece position 
that up to 50 per cent of the Province's future requirements 
could be protected by future gas reserves. However, tney 
considered the incorporation of as much as five Years crowtat a 
fas reserves in the surplus calculation would not be pat lstacvorys, 
The Cities added that knowledge of the long term requirements 
and the reserves of the Province were essential to provide an 
adequate forecast of the future supply "of gaseanc tiee consequently 
any addition to the number of years of gas reserve growth should 
be confirmed by future reserve and requirement hearings. 

(3) Views of the Utility Companies 

The Utility Companies endorsed CPA's approach in so far as 
it introduced potential reserves as a consideration, but were 
not convinced that the danger of contractable reserves becoming 
"locked in' to cover a future gas shortage was significant, The 
Utility Companies remained in favour of the Board's present 
policy of considering the future déficilency in reration ste 
growth in the number of years of Sas eserves required 7 .oOr tes 
satisfaction. Fundamentally, the Utility Gompanies submitted that 
a review of the use of future fas reserves from time to time Was 
preferable to the ‘adoption of a COuM Ula However, they dia not 


Oppose adoption of three years of gasxcreserve growth at the 
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present stage of development of the Province's reserve potential 
and stated that such an adjustment would reduce the possibility 
of an unnecessary ‘locking in' of contractable reserves. 

Ateethe hearing... Mn, May bitmewd thesised ocdtihe Niddad ty’ Companies , 
elaborated upon their submission. Mr. Maybin stated that 
calculations undertaken by the Utility Companies did indicate that 
the Board's current reserve growth allowance could result in 
the yoompiutation of,.a future. deficiency. as..a consequence of one 
year of spoon reserve addicttions,. Thus, the Utility Companies ,said 
the present formula was somewhat too sensitive to one bad year 
and suggested this difficulty could be overcome by adopting three 
yeamegoteresecrvé growthueqMeGoMaybin alsovexplained,that.theiz 
support of the CPA philosophy concerned the relationship between 
discovered reserves and potential reserves as a determinant of 
the degreevof reliance;onefutures discoveries; MrioMaybinystated 
thatethe CPA formula, ifsadopted, should not be rigidly applied 
and suggested that the use of ultimate reserve figures higher 
than those currently estimated by the Board would detract from the 
vValuesoGuvthesiormulalas, aqtest 2 Reliance on an excessive 
number of years of growth in gas reserves was inappropriate in 
view of the uncertainty involved. 

(4) Views of Trans-Canada 

Trans-Canada supported the use of the Province's estimated 
reserve potential in determining the number of years of gas 
reserve growth. At the hearing, Mr. Leslie, witness for Trans- 
Canada, recognized that the estimation of potential reserves 


was not a precise exercise but said it would be unfortunate if 
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the Board were to discard the formula approach for?ithise reasons 
He stated an assessment could be based on ranges, with the Board 
accepting a lower range! figure -to'’reflectheaution, 

(5) Views of Alberta and Southern 

Alberta and Southern generally supported the proposal of 
CPA but was concerned that the use of a formula would introduce 
rigidity, thereby inhibiting’ the Board in thetexercise ofbies 
judgment. 

(6) Views of Home 

Home expressed a belief the Board's present policy of using 
only two years of gas reserve growth was unreasonable. Accord-— 
ingly, Home’ basically’ supported the CPA position, but suggested 
that the latter might be conservative. 

C/) PON i ews tot Husky 

Husky stated that the proposed CPA method would supply 
needed direction towards increasing the reserve discovery rate. 

(8) S/ ViewSat Parific 

Pacific‘concurred with) the sugeested) formulayof7GPAsand 
argued that it provided a simple method of relating the number 
of yéars of gas'reservewotowtheto the degree of development of 
the Provinee's potential reserves, Invadditions? Pacific 
contended the formula provided adequate protection for the 
Province's future requirements by virtue of the decline in*the 
number of years of growth in gas reserves as the Province's 
remaining reserve potential was teduced., 

(9) Views of other Intervénerg 


Consolidated, Shell and Amoco supported CPA, but offered 
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no aspectbia evidence : 

G10 ssVilews: af the «Board 

The Board agrees with CPA that, on the basis of historical 
experience and at the present stage in the development of the 
Province's reserves the use of two years growth of gas reserves 
in assessing normal applications is conservative. Although 
the Board he cunnent upo hicay siasi;dwtlimed beforehand, provides 
for reliance on amounts in excess of two years reserves growth 
under appropriate circumstances, the Board believes it desirable 
Co develop a more precise indicationiof the degree to which 
beluance om future gas reserves would be placed in appraising 
app ULcations . 

The Board acknowledges that the use of potential reserves 
ase sa Measure-or future prospects is open to the objection that 
wen e€stimaves are subject to considerable uncertainty, 
Nevertheless, the Board does believe that assessments of potential 
BesctiVce, lt Used With caution, do supply Ssienificant information 
relating to the remaining reserve potential of the Province. 
iis, the Board is prepared to accept the use of potential 
reserves as an indication of the extent to which reliance may; 
be placed on future gas reserves. To tetlect the anherent 
uneertainty involved and :to provide adequate protection for 
the Province, prudence dictates that potential reserves should 
be assessed on a conservative basis. 

The Board considers the formula suggested by CPA provides 


a uwsetul mechanism for’ determining an appropriate number of 


a a 


years of reliance on future gas reserves, “Leena sieehem deetmapie 


characteristic of reducing the number of years of sweh¥re lance 


as the remaining potential reserves of the Province decrease. 


The Board believes 


the denominator of 10 used in the formula 


is réasonable at ‘thé present time and is prepared Teowacce purit: 


Thus the Board adopts the formula Proposed ¥ bay 8G Aras @an 


element Jin’ Gits —calewlations te lating ’to Y¥oas Gsuepiuer To 


recap Pru a ter 


where Te 


Rest 


Il 


the formula is: 





10 
Years of reliance on) future vac reserves: 
rounded up or down to the nearest half years 
Estimated potential, initial marketable 
reserves. of the Province wile timo cme: 
cubic feet; 
Established initial marketable reserves at 
the time of application of the rormular 


trilitons "Of cuba cerece. 


The volume of future gas reserves which would be employed 


in the future surplus calculation would be that? indicatedaby 


extending the projection of historical growth Ta years into the 


future. 
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IV THE USE OF DEFERRED GAS RESERVES 
IN THE SURPLUS ‘CALCULATION 

TENGespOaid one Lt se stirp | usec alcitlation currently excludes 
from contractable reserves those reserves where gas production 
is deferred beyond the normal development period of one to three 
years. Detormenmty le. frequently. for reasons, of...0 id conservation , 
or in the case of gas reserves rich in propane and heavier 
hydrocarbons, is often because the reservoir is being cycled 
co prevent, ther loss iof natural gas liquids,..., The. Board.does 
attempt to estimate the portion of these deferred reserves which 
it believes will be available within the 30-year protection 
period, These reserves are not considered as contractable 
Diteere utilized inathe, futune. surplus calculation. to satisfy 
a portion of the remaining requirements. 

Cl). Views; of GPA 

CPA proposed that the portion of deferred gas reserves 
that can reasonably be expected to begin producing during 
the ftuzvet l0evoarc, of, the. 30-year. protectdon, period, be 
included ane thescontractabple surplus,calculation. as. contractabile 
reserves. 

In reply to questioning, atpthe hearing..Mr..McDonagld.va 
wiheness for CPA, stated thatsifoijodtialeproduction froma 
deferred. gas;regerve widlatakes place. within, JO years, the 
opportunity ~existsytore,theylocal.utdlity companiess as .weld 
as those removing gas from the Province to negotiate and 
contract for,suchseeas ~sAccotdinglys he.~suecested.thatesuch 


a reserve should be considered as contractable. Hemalisiomrsciee bed 


oa 


that if a deferred gas reserve is delivering OT Cantepe 
expected to deliver within 10 years, 25 or 50 per cent of 
what the deliveries would be under the normal sales CON Or act. 
then the entire reserve of gas should be considered as 
COute rac tap ler 

Mr. McDonald agreed under examination that if a deferred 
gas reserve from which initial deliveries will not’ occur for 
six or eight years is considered as contractable it could 
result in’ the fal culation ore an apparent contractable surplus 
even though’ there’ are not gas'’reserves available which’ couldmpe 
placed under contract for immediate delivery. He also agreed 
that this  possipelyty would likely be’ eliminated 1f deterredeeas 
from which production can be expected'within’ 10° years is" considered 
contractable only where such gas was actually “under Gontract. 

In summary, Mr. MacFarlane stated that @PA belaeves ther 
reserves from which production is deferred solely for*conservation 
purposes are a type of reserve for which’ the time» orf anitial 
availability can be predicted with reasonable Ce hit atta tye For 
this reason, he®argued" that» thee CPA's Gabaieeaom that deferred 
gas available within a 10-year period should be treated as 
contractable is in fact a reasonable one. 

(2) Views of the Utility’ Companies 

The UCLiity* Companies disagreed with CPA respecting the 
inclusion of deferred gas in contractable Leserverer DT Gee) tei aay, 
Companies stated that they count on the contractable Sur pis 


aspect of the Board's present formula to assurestnem=that gas 
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will be available for purchasing when additional contracts 

must be entered into from time to time as the needs of their 
systems grow. They * further tstatedwthatiin their:tviewra 
deferred gas reserve is not contractable so long as its date of 
availability is uncertain and it therefore cannot be placed 
under contract for delivery commencing within the normal 
purchasing lead time, 

Mr. Maybin,ytestifying on behalf of the Utility Companies, 
stated that the companies are not large enough that they can make 
a contract for a deferred:gas reserveiand agree to’take such a 
reserve whenever it becomes available, simply because when it 
does become available there may not be a place for the gas, 

Mr. Maybinistated that ithesUtility«<Ceompanies willxhavesto buy 
more gas reserves for future customers sometime within the next 
10 years. He estimated that Canadian]WésterneNaturaloGas ! Company 
Limited will have to buy reserves about five to seven years from 
now and that Northwestern Utilities, Limited will have to buy 
additional reserves within the next three years. 

In summary, Mr. Maybin stated that if a reserve of deferred 
gas was under firm contract to a company intending to remove the 
gas from the Province and if the reserve was part of the reserves 
that the company was relying upon for its application for removal, 
he saw no reason why it should not be considered as contractable. 
He stated that if a deferred gas reserve is not ‘under contract 
it should not .be/considered‘agtcontrdactableruntess tinitial 


d@éliveries from the reserve can with a high degree of certainty 
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be expected within about three years: 

(3) Views of the Cities 

The Cities’ filediia joint intervention wherein they opposed 
the CPA suggestion that a portion of deferred gas reserves be 
includedeinlthedcadculat toniorntne contractable surplus. The 
joint submission of %then@ivies! stared that contractable reserves 
should be limited to those which are under contract today, and 
sincesdéeterred resérves sare not lunder contract jtheyadawnat 
belong in the contractable surplustcalenwlationsame Drs Flock, 
tCestafyine "fortthe Gittes fistateduthas they would not:object ito 
the inclusion in the contractable category of that portion of gas 
in a pool@whtich gs placed under firm contract by a company 
removing gas from the Province and where initial delivery fis 
firm within three or possibly four years even though the gas may 
be normally considered ag deferred. 

(4) Views of Alberta and Southern 

Alberta and Southern supported the CPA request respecting the 
categorization of a portion of deferred gas reserves as contract= 
ablew) Mut McMorland, testifying on behalf of Alberta and Southern, 
stated that in certain cases quantities of now deferred reserves 
will be available to supply a portion of the contractable require— 
Mentsmandyin fatteinicertain cases deferred reserves have 
already been placed under contract to supply such requirements. 
He concluded that these reserves should be considered as 


contractable for purposes of the surplus ucalculation. 
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(5) Views of Canadian Fina 

Canadian Fina supported the CPA proposal respecting deferred 
gas reserves on the basis of its contention that reserves which 
have been deferred from immediate delivery: for, conservation 
reasons are proved reserves with a high degree of certainty, 
Canadian Fina stated that) a substantial portion, of these 
reserves, especially those from cycling projects, will become 
available in the next 10-year period. pecordi ngly . ity. tedit, such 
reserves should be considered as contractable. Mr. Pot... Canadian 
Fina's witness, stated that a deferred gas reserve that can 
reasonably be expected to become contractable dud ewe Hes feast 
10 years following the commencement of the 30-year protection 
period should be included in contractable reserves whether the 
beset coelaticy sipecit ical lyrunder. contracts on, not, 

(6) Views of Consolidated 

Consolidated supported the CPA views regarding the inclusion 
of a portion of deferred gas reserves in the contractable surplus 
calcwudetdonsy MredLashuki.,s the, witness) for, Consolidated, stated 
that his company believed that deferred gas reserves available 
within a 10-year period should, be,dncluded, in, the, contractabile 
surplus{caltudatiion whether,or) aot ay comtract.ifors suche cas.has 
been made, and in fact, such deferred reserves should be treated 
the same as any non-deferred gas reserve. Mr. Lashuk argued 
that if such an approach should reduce the degree of protection 
for the people of Alberta, greater reliance could be placed on 
the conditions in permits issued by the Board which provide 


DOr une supply of gas to Local utility companies by permittees, 


(7) ,Views of Trans-Canada 

Trans-Canada supported the proposed alteration res pecitines 
deferred gas reserves to the extent that such an alteration 
would include in the calculation of the contractable surplus only 
that portion of deferred reserves that had been approved by the 
Board for production ands allel’ VMraimech ies Cles'tutyinegton belale 
of Trans-Canada suggested that if production has been approved 
from a deferred gas reserve and if such gas» 1s under? contracts to 
a company removing gas from the Province, only that portion which 
is actually deliverable during the term of the permit shouwl d* be 
included in the contractable surplus? calcul sttonw= Hess tated 
further that if such ’a reserve were under contrac. ro ae -Loe@a tl 
utility company all) of it? should) bee ineluded) inirhe contractable 
surplus calculation and the reserve should be considered as set 
aside ~pore localwuce. Mr. Leslie stated that if a deferred 
reserve had been approved by the Board for production’ and sale 
but was not under contract it should be considered as contrac t= 
able only if initial production would begin in thrée years or 
less. 

(8) Views of Other Interveners 

Great Plains, Home, Husky, PacifictSiaAmoco and) Shelia aie 
supported the views of CPA respecting the inclusion of deferred 
gas reserves in the contractable Srp Lave Gal cudllatione These 
interveners generally agreed that such an approach was desirable 
Co avoid the possibility of ‘lockineean') resetrvestans tne 


Province? by unnecessarily delaying initial production. 


(9) Views of the Board 

Upon review of the evidence respecting the matter of 
deferred reserves,the Board agrees with CPA and several of the 
interveners that some portion of the reserves currently 
classified as deferred can appropriately be included in the 
contractable surplus calculation. In considering this matter the 
Board has concerned itself with two separate questions. Firstly, 
the Board has attempted to define a proper basis for classifying 
any particular deferred reserve as at least partially contractable 
without having regard to whether or not the entire reserve should 
be so gahbassiiied. Secondly, the Board has concerned itself with 
the question of whether the classification of a reserve as 
contractable should mean that all or only a portion of the reserve 
is Goan tmact.a blz, 


Circumstances under which a Deferred Reserve would be 
Considered Contractable. With respect to the first question, 
eee ee SVC BSC ebke 


the Board does not agree with the CPA view that each deferred gas 
reserve from which initial production will take place within 10 
years should be considered as contractable. The Board agrees 
with the Utility .Companies ,\the «Cities.and Trans-Canada that 

such an approach could lead to a situation where deferred 
reserves available some five to ten years in the future result 

in the calculation of an apparent contractable surplus even 
though reserves actually contractable for initial delivery within 
Ewo,on  jthree»years.do not pexisitiys4The Boand notes that the 
aforementioned interveners agreed that a deferred reserve from 


which initial production is certain to begin within three years 
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could reasonably be included in contr ameapee reserves. The 
Board agréestthatsuch a” réeservetis tlittle different’ than"the 
typical non-deferred reserve in that it is available to be 
placed under contract either*for Alberta constmers or for 
removal from the - Province. Accordingly, the “Board believes 
such a reserve should be included at least in part “in the 
contractable *surplus?caleulation?’ 

Most sof othe (participants {at the (héaringedsreed that a 
deferred reserve, under contract to a company removing gas 
from the Province and included in an application for a permit 
could be considered as contractable for purposes of assessing 
the application if initial production could be expected within 
a reasonable time period. The “Board i@fof S6ie’ opitvion “chat “the 
additional qualifications that a reserve must be under contract 
and be included in an application for its removal would 
eliminate the earlier mentioned possibility of “ce leu latene wan 
apparent but non-existing contractable surplus. Porth ici reacmnas 
Ele) Board 1s) prepared Lo recognize at) least, a portion GE sucha 
reserve as contractable if its time of initial production can be 
anticipated with a reasonable degree of certainty. The Board 
is) notppreparedmto classify as contractable any gas reserve 
from which initial production is deferred so far into the future 
that a reasonable production prediction is not possible. Ehis 
would normally mean that reserves from which production would 
be totally deferred for longer than about 10 years would not be 


considered as contractable, even in part. 
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In summary, the Board believes it would be proper to 
tpesgisgastcontractable reserves, 

(a) a deferred reserve from which initial production 
is certain to begin within three yearsqior 

(b) a deferred reserve, under contract and included in a 
permit or an application for permit if initial 
production could be expected within a reasonable 
period, 


The Portion of a Deferred Reserve to be Considered 
Contractable, With respect to the amount of a reserve which 


should be recognized as contractable, the Board does not agree with 
the view put forward by CPA and supported by several interveners, 
particularly Consolidated, that an entire deferred reserve should 
be classified as contractable even though only limited deliveries 
are approved or anticipated or though contracts have been made 
applicable to only a portion of the reserve. The Board believes 
that this approach could, as pointed out earlier in the 
discussion, lead to a calculated apparent contractable surplus 
even though contractable reserves do not exist. For this reason 
the Board believes that it should recognize as contractable only 
that portion of deferred reserves which the Board conservatively 
estimates will be produced during the period being considered. 

In the case where a reserve is not under contract but has 
qualified as contractable ‘because limited production will take 
place within three years, the Board is prepared to include as 
contractable, only the portion of the reserve that would be 


produced if the approved producing rate continued until the end 
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of the 30-year protection period. 

Where a deferred reserve has been classified as contractable 
because it}isiunderfcontracty,and adso includedbinvansappli¢cation 
for permit, theoBoardsiseprepanedito consider asgcontractable only 
that portion of the total reserve which is covered by the contracts 
and which in the Bearaae opinion can reasonably be expected 
to be delivered. during the term of the permit in which the 
reserve would be included. The portion of the reserve reasonably 
deliverable during the term of the permit would be determined by 
projecting any existing or approved producing rate at a constant 
level until the time when in the Board's Opinion, iu LIS Ore noemaL 
deliveries could reasonably Deen eecens Thereafter the 
production would be projected until the terminal year ofthe 
permit, at avrate appropriatettor the reservoir, normally? some 
1 million cubic feet per day for each 8.4 billion cubic feet of 
marketable gas initially in place. Prior to including the 
reserves so determined in a permit, the Board would have to be 
generally satisfied that the subject reserves combined with 
all other reserves in the permit or application are capable of 
meeting the delivery requirements of the proposed permit. The 
Board would have particular concern for this matter during the 
period of low or no production from the partially deferred 
reserve. 

Where a deferred reserve is placed underscontract etd 
whole or part, to an Alberta consumer, the Board would consider 


this a special situation and would classify part or aliror 
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the reserve as contractable or otherwise on the basis of a 


detailed assessment of the particular situation. 


In summary, the Board is prepared to consider as the 


contractable portion of a deferred reserve that part of the 


reserve which could reasonably be produced during the period 


in question, It believes the reasonably producible portion 


of the reserves should be determined on the following basis: 


(1) 


(2) 


(3) 


Where the reserve is initially producible within 
three years but not under contract, the volume 
that would be produced at the approved producing 
race projected to the end of the 30-year period. 
Where the reserve is under contract and also 
ineluded in an application for permit, the volume 
that would be produced at the approved produc ing 
ratesprojectedyto the time at which full 
deliveries could reasonably be expected and there- 
after the full delivery rate until the terminal 
year of the permit. 

Where the reserve is under contract in whole or 
part to an Alberta consumer, on the basis of a 


detailed) studyéorfe thel & iitwatwion) 


V AN ANNUAL GAS RESERVES HEARING 


Cl) SSubmissionvor = poarcesta tr 

In the notice of hearing concernine the application from 
the CPA, the Board undertook to’ Wear submicsions concernimnee 
among other things, the holding of an annual reserves hearing 
to consider the gas reserves of the Province and the use of 
these reserves to assess applications made during the subsequent 
year. 

Subsequent to the publication of the notice of hearing the 
Board staff issued a memorandum elaborating on the additional 
matters raised in the notice of hearing. With respect toe the 
holding of annual reserves hearings the Board staff suggested 
in the memorandum that the reserves of the Province could be 
adjusted to the time of consideration of applications under 
The Gas Resources Preservation Act, L9S630bDy inelusitoumot iene 
reserves growth that could reasonably be expected during the 
interim period under question. Two methods of making simple 


adjustments were suggested as follows: 


"Method 1 - Calculate the adjusted reserves bY proportion— 
ate adjustments to estimated annual production and an 
assumed reserves growth rate, LS y m0. LS ae 
D = established reserves set following annual hearing, 
Cl Gia) 
2 =» estimated@annual production, irer) 
G = assumed growth rate, (Tet per year) 
x = the time between the annual reserve determination 
and the date of the reconsideration, (months) 
D. = the adjusted reserves x months after the reserve 


assessment date 


then under this method 





D.. = D - x ree et x G 
12 12 
Method 2 - Consider major changes in reserves for individual 


pools at application hearings where the aggregate of such 
changes would exceed the relevant portion of the assumed 








reserve growth rate determined by Method Jet adua ts Lsuth. 4 we 15 
Vz 
Major changes might be defined as those greater than -200 


billion cubic feet or some other suitable number. A 
ealculation, similar .to. that applied in Method 1 would be 


used to adjust the reserves to some subsequent application 
date. 


If in addition to the symbols referred to above in 
Method 1, the following definitions are adopted: 
Da = change in reserve for pool Bicol ie. t) 


D - change in reserve for pool B, (Tet) 


B 


under this method the adjusted reserves would be 


x ——— 


D = Ds at Dy 4 “Dp - x P 
ng 


assuming Da Sa Dy >(-) Chas 
12 

(2) Present Policy 

The Board's responsibilities under The Gas Resources 
Preservation Act, 1956, require that it estimate the established 
reserves of gas in the Province and project the trends in the 
growth of reserves of gas, as discussed in Section I. 

The Board, pursuant to the Oil and Gas Conservation 
Regulations, receives basic well and pool data as such data 
are obtained, It also receives other interpretative data ‘in 
connection with applications made to it under The Oil and Gas 
Conservation Act, 1969, and The Gas Resources Preservation Arc, 
1956. The Board estimates the reserves of fields, poole.” and 
areas from these data, published data and its own knowledge. 


The gas reserves of a pool are considered at public hearings 
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when basic reserve data for the pool are included in the 
submission respecting an application... As a result the pools 
considered at hearings are generally those not previously 
included in a permit issued under The Gas Resources Preservation 
Act, 1956, and pools where an operator is seeking reserve 
adjustments based on performance, additional development or 
other new information. Pools supplying Alberta requirements 

are seldom dealt with at hearings and hence generally the 
estimation of reserves of such pools have not received public 
Scrutiny. 

The Board reviews the reserves of pools it has previously 
estimated when new reservoir information or considerable 
performance data become available. It also reviews submission 
to the Board respecting applications under section 38 of The 
Oil and Gas Conservation Act, 1969, such as those respecting 
&48 procéssing ,, gas. cycling, and, enhanced) 01. KecovVieny. schemes, 
Witewe jitiappears: Chat, adjustments, Comthesseo aes clei mate are 
warranted, the Board makes such adjustments on the basis of 
the evidence it has at hand generally without, discussion with 
industry representatives. 

(3) Views of CPA 

CPA woes not. favour, an. annual hearing to consider the gas 
reserves of the Province. It submitted that, the holdings, ofs.an 
annual gas reserves hearing would only result.in one. additional 
hearing without any commensurate Saving sin she, £ otaderime 


spent at gas hearings, 
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CPA believes that confidential information, applicable 
to gas reserve determination, would not likely be made public 
PELOr to a gas removal permit hearing and that the Board would 
be disappointed with the small number of submissions presented 
at an annual reserves hearing. It stated that the Board could 
make reserve adjustments without a hearing, and where it felt 
discussions of the reductions it proposed are appropriate, the 
Board staff could hold such discussions informally with the 
operators of wells in the pools affected. The adjustments would 
have regard only to information which is not eontidential. Me; 
McDonald testified on behalf of CPA that he believed it was 
not necessary for the Board to hear and consider the views 
of other interested persons before making such adjustments. He 
further believed that if other interested persons objected to 
the adjustments, which would be shown in the Board's annual 
reserve report, they could make a submission on the reserves 
of the pool at the hearing of the next permit application. 

(4) Views of the Utility Companies 

The Utility Companies favoured the holding of a reserves 
hearing if this would reduce the amount of time spent in 
consideration of reserves of pools at hearings and stated they 
thought there was a possibility such annual reserves hearings 
would be beneficial from this point of view. 

(5) Views of the Cities 

The Cities favoured the holding of periodic gas reserves 


hearings but did not take a strong position on the proposal. 


They noted that "of the 475 tril itony cup uc. ecto Lice ae cml tl 
reserves that occurred in 1968 G25 triliion cuvsepreetew acme 
to re-assessment and development drilling in previously reviewed 
pools.) “Theyseoncluded fromethis thats fe was liken y ecuarceno- tao. 
the information involved in considering reserve changes was not 
of a confidential nature and could be presented at periodic 
reserves hearings. 

(6) Views of Husky 

Husky submitted that an annual hearing to determine 
Provincial ultimate and developed reserves was clearly necessary. 
It expressed the belief that :if such hearings were held the 
reserves should’ be adjustedsto the date of cone tderati on oteen 
application for removal of additional gas from the Province by 
either of the methods suggested for consideration by the Board 
staff. Husky proposed that the choice of method to be used in 
adjustinesreservesmto the time of consideration of an application 
sou Ld Sb.es ler taeuo te. appl sic. cers 

(/) >) Views cf Amoco 

Amoco supported the holding of an annual reserves hearing 
and proposed that the provincial gas reserves be adjusted to 
the date of assessment of an application by considering the 
major changes in the reserves of pools and making the balance 
On the adjustment by formula as proposed under Board staff 
Method 2. 

(8) Views of Alberta and Southern 


Mr. McMorland, the Alberta and Southern witness, did not 
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favour an annual reserves hearing. He was of the opinion that 


informal meetings of the Board staff with the Operators “of the 
pools affected would provide sufficient consultation prior to 
the Board making changes in the reserves of pools. Mr, McMorland 
stated he believed his company would want to be represented at 
such meetings but that his company's attendance should not be 
required to formalize the proceedings. Mr. MeMorland stated 
he did not believe an application should be considered deficient 
Af it omitted data for pools “where the reserves had not been 
considered at a hearing for several years. 

(9) Views of Consolidated 

Consolidated favoured continuation of the Board's present 
method of gas reserves surveillance. ft, itke CPA, submitted 
that where data could be kept confidential the producers would 
be reluctant to release the data until their reserves were 
contracted. As a result there would be less data available at 
an annual reserves hearing than at a hearing to consider an 
application for a permit to remove gas from the Province. It 
also submitted that the saving in effort through holding annual 
reserves hearings would not be especially great since the Board 
and any applicant would likely make an estimate of reserves in 
active areas, at the time of an application, to ascertain whether 
the long term growth is representative for the interval since 
the last reserves hearing, 

(10) Views of Home 


Home favoured continuation of the present method of 


Mas age 


determining the gas reserves of the Province. It submitted 
that the present method was the most practical and flexible and 
that therewwae little valuemingbolding saneadditiondeiea mimce 

GU ja Viewse ot pacinic 

Pacific submitted that the present method of sestaplichine 
the gas resenvessof the Province provided adequate flexapi lity 
for interested persons to be heard and to resolve differences 
in gas reserve estimates for individual pools: It believes the 
holding of an annual reserves hearing is unnecessary. 

(12) a Views otsSne ll 

Shell did not favour the holding of an annual reserves 
hearing. It submitted that the present practice of evaluating 
reserves at specific gas hearings has been adequate to establish 
the gas reserves of the Province. In its view this procedure 
which provides for detailed re-examination of established 
reserves by the parties concerned with exploiting portions of 
these reserves, at a hearing initiated by the interested 
contracting parties, results in adequate and timely reserve 
revisions |. Further the expense of such hearings ie properly 
borne by the interested parties. lt doubted that annua 
reserves hearings would provide sufficiently improved data to 
justify the added expense, 

(13) Views of Trans—Canada 

Trans-Canada did not support the holding of ane annueL 
hearing to consider the Sas jreserves ob the Provinces LG 
submitted that the present method of assessing the gas reserves at 


the time of each hearing of an application for permission to 
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remove gas from the Province is the most practical: and 

realistic method because the actual regerve situation: at..the 

time of each such application is considered, Trans-Canada 
submitted that the holding of an annual reserves hearing and 

the adjustment of reserves to the assessment date of an applic-— 
ation largely by formula would be unsatisfactory. lt. etatedssuch 
a procedure would make the purchase of gas in small fields more 
difficult and reserves in such small fields and additions. to 
small reserves might not be recognized in the determination of 
the up-dated Provincial surplus. Trans-Canada added that the 

use of the formula approach to adjust reserves to the application 
assessment date of its June 1968 application would have resulted 
in the provincial gas reserves being 0.8 trillion cubic feet 

less than was determined under the present-procedure, 

(14) Views of the Board 

The Board does not wish to introduce more complex and 
costly administrative procedures unless it is satisfied that 
they represent an improvement and are desirable for the efficient 
discharge of its responsibilities. . 

Thes Board! notess that, four of the» interveners: favoured annual 
reserves hearings and six opposed the holding of such hearings. 
Further, some of those that favoured annual reserves hearings 
took a neutral position after hearing the objections of those 
opposed to such hearings, There were no objections to the 
present procedure in which the Board sets the reserves of pools 
on the basis of its own knowledge and such additional evidence 


as is submitted for particular. pools dealt with at hearings, 
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The operators and gas purchasers appear to be generally satisfied 
with the'contintation ofthese. procedures’ asidlong asc thes Board 
staff arranpe® addittional~liaisonOwith intérestedse partiessin a 
field, poolsor* aréaj “where? thes Boards feelsuthisi appropriatesiat 
informal meetings, 

The’ Board agrees with  CPA*and®*Consolaidatedithat operators 
may be less inclined to release data'for a reserves hearing 
than for. an application hearing at which reserves of the gas 
the operators have agreed to sell would be considered, However, 
it agrées wath ithe Cittess:thatethe proportions bfadatad ons hand 
withheld ontthis? bas iss would: likellys bes smadd= 

The Board recognizes that adjusting reserves to the assess— 
ment date of an application, as would be necessary if annual 
reserve hearingstweres the! printed pal) basise fora estabiii shing 
the reserves of the Province, could result tn a’ particular year 
in over crediting or under crediting the Provincial reserves. 
It nevertheless believes that if reserve growth trends are 
interpreted on) a reasonable basis these effects) would’ balance 
overablyarathéer than) generally resuieianea liag® ing recognizing 
reserve appreciation as suggested by Trans-Canada. The Board 
also disagrees with Trans-Canada's view that adopting procedures 
for adjusting reserves such as those presentedetor daseuss ion 
purposes in the elaboration of policy matters (d),0(Ce)s ands fp) 
of the notice of hearing would discriminate against new fields, pools, 
and areas with small reserves and additions to reserves of small 
fields. Such reserves where an applicant has contracted to 


purchase additional gas could be considered at the application 
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hearing if appropriate evidence were submitted, 

The Board disagrees with Shell's view that reviewing 
reserves at application hearings ag they are brought up by 
applicants provides for a satisfactory re-examination of 
established reserves, In its view there are incentives for 
the applicant.to raise for consideration only those reserves 
where increases facilitating the granting of the application 
are indicated, However, the Board believes that regular 
reviews of reserves by the Board staff without the holding of 
a reserves hearing would bring to its attention any reserves 
which have been over estimated previously. 

The Board believes that if industry wished to participate 
extensively in the review of the reserves of the Province, the 
evecrves Of the  Provined “se a*whd1la éeaia be assessed somewhat 
more effectively and efficiently both by industry and the Board 
at regular annual reserves hearings rather than at hearings of 
applications by several of the many permit *holdérs, However, the 
holding of annual reserves hearings would not eliminate the need 
to consider at applications hearings the reserves an applicant 
Proposed to remove from the Province, 

In summary the Board does not consider the majority of the 
objections raised by the applicant and interveners ag serious 
disadvantages to holding a gas reserves hearing and sees 
considerable merit in the possibility. However, it recognizes 
that holding a special gas reserves hearing would be expensive 
to industry and the Board and LG ,*Liké™the majority of those 


who made representations at the hearing, does not consider a 
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hearing necessary for the time peunee Accordingly, the Board 
believes that the present procedure of establishing the gas 
reserves of the Province should be continued with some 
additional consultation on individual reserve estimates between 
the Board staff and industry. Where interested persons wish 
the Boardsto't reconsider its? interpretation of the® reserves of 

a pool they could make a submission respecting the reserves 

of the poollats thesnextshearine  of® anvappliecstion undere Tne 

Gas Resources Preservation Act, 1956 for permission to remove 


additionalegasvirome thes Provinces 
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VI PERIODIC REQUIREMENTS HEARING AND 
INTERIM ADJUSTMENTS 

ie Submission of Board staff 

Matter Ke)ein thec notices o€ hearing referred to the 
possibility of the holding of periodic requirements hearings and 
interim adjustments between such hearings, In the Board staff 
document, it was envisaged that the requirements hearing would 
consider detailed submissions on Alberta's long term require-— 
ments, and would be distinct from any one hearing concerning 
removal of gas from the Province. Reference was made to the 
possibility of holding the requirements hearing once every five 
years, to correspond to the time interval between successive 
Federal Government population censuses. 

Three methods of simplified fnterim adjustments between 


the setting of the long term requirements were suggested as a 


basis for discussion in the Board staff document. These were: 
"Method 1 - Establish the growth rate in the latter 


portion of the forecast period of the long term forecast 
and extrapolate requirements on the basis of thiserate; 
Lh, oS ¥0d10 L.gyt 4d. F 


R = Province's long term requirements set 
after the hearing at time O, to be 
reviewed atwotfiae bt 


Ryr42 = » Proven aey' s chong, be rm requirements: at 
time 2 

P» Fon production; time Obit ovtimen? 

a = estimated requirements for last year of 
long term forecast 

g = annual growth rate over last portion of 


forecast period. 


2 
bherxo? Raqended “oh Bp: braaPpn otis tyne [let s8)o4 Citas)? | 


«= SOME 


"Method 2 —~ Express interim adjustments in terms of the 
ratio of initial year requirements to instant year 
requirements. Thus under this method, ifs 





ry rindnitlalmyeer Treqitinements "in slong term 
forecast 
ty = wequiremertce in yeare2. 8c ten 
SES Fh ob ele th 
le ° 
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"Method 3 —- Compute the equivalent average annual growth 
rate to achieve the long term requirements set at time O 
(Ry). Apply this growth rate to determine long term 
requirements at time 2. Vins 

re = equivalent average annual growth rate 
n = term of “forecast period. 


then i results from the solution of the equation 
fain 
ty Cis-Feet } = Ry 
and under this method 


R = ‘9 GL SF Lye 


L+2 
Matter (f) in the notice of hearing referred to the simp lit 
ication of interim adjustments of Sas “Teces sary “Lo meet “t-he 
Province's total requirements, including protection for peak 
requirements. Three methods were advanced in the Board starr 
document, and are outlined below: 
" Mest bro) sly 3) (hejcg ast ave qimir'e da "to protect for terminal peak 
day requirements ('cushion' gas) could be estimated as 


some fraction of the total deliveries required during the 
30-year period. Lis 


Ry. = total long term requirements for delivery, 
Chic) 
C = cushion gas required for terminal year 


peak. 9rerets 


T = total gas necessary! to™ protect! for Alberta's 
30-year requirements, Cici) 


then. T = R 
and under the method, C would be given by: 
C = xR,, 


where x is a fraction determined from history; x has 
tenged from a low of 0.34 to a high of 0.56 over the 
past 15 years and has been declining recently. 


"Method 2 —~ The cushion Sas required for the thirtieth- 
year peak could be estimated as some multiple of the first 
year requirements, 

Using the same symbols as before, and defining first 
year requirements for delivery as ry (Icf) then this method 
implies 


C Ses 
where y is a factor determined from history; it has ranged 
froma, low of 20. tol a high of 31 over,the past 15 years 
and has recently been declinine. 

"Method 3 = The total requirements of the Province could be 

estimated as a multiple of the first year requirements, 
Under this method 
z = 2r) 

where z is a factor determined from history; it has varied 
between 70 and 96 over the past 15 years and, similarly to 
"x" and "y', has been declining recently. The method would 
eliminate the need for interim adjustments to R,, the long 
term gas requirements, since such adjustments would 
essentially be incorporated in the 'z'! factors 

Under all methods, the fraction x, y end £ would be 
subject to periodical review." 

Since matters (e) and (f) concern the reserves necessary. tor 
the portection of the Province's total requirements, comprising 
requirements for delivery and peak demand, both matters are 
treated inthis »section. References by interested parties to 
various methods relate to those. included in the Board staff 
document and listed above. 


(2)... .Vtewsaofe GPA 


CPA recommended that hearings to determine Alberta's gas 
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requirements be held at regular intervals. CPA expressed the 
belief that such *recwlarby "held @iearings wouwla attract a wider 
range of submissions, while interested parties would be able to 
devote Faddtetomal study to (udivi cual lO mecca cis me emoe | ae Ve Ly 
mature status of the gas economy in Alberta suggested to CPA 
that “deratled forecasts of provincial @as requirementmomwene not 
required at such frequent intervals as neceseary., .or example, 
for reserves. CPA suggested that an appropriate interval between 
héearinge would be 3°%to 5S yearse 

For the “interim determination) of requirements for wdeliivery . 
CPA ‘stated Method “*-ovutlTined= im they Board start document 
represented the most, accurate metnod of adjustmeanc. inne 
Signitwvcant™dittrerences* between the Torecast, trend or requirements 
and actual results became apparent, CPA recommended that the 
Board should consider suggestions from interested persons for 
revisions to the*prinary forecast. “At™the” hearings, Dr. Mattinson, 
aSGPA Witness ,~interpreted a “significant ditterence as Meaning a 
persistent variation of actual requirements Erom=torecast require-— 
Ments On alyear to year basic," This pattern would indicate the 
Présence™olf a fundamentalterror’in the Original forecast: 

WLEherespece=tO"the*incimsion of interim adjustments for 
peak reserve requirements, CPA agreed that simplication of these 
calculations was desirable and expressed the opinion that Method 
3 outlinéd*in*thée Board staff “document would=be adequate. 

(3) Views of the Cities 


The Cities supported the holding of regular requirements 


hearings and Suggested that a period of three years between 
hearings would be appropriate, In testimony, Dr. .Flock indicated 
that the calling of a requirements hearing in the late spring 
would be suitable, 

The Cities believed Method 1 should be used to make 
interim adjustments to requirements for delivery and Method 1 
for adjustments to peak reserve requirements, 

(4) Views of the Utility Companies 

The Utility Companies favoured the holding of a hearing at 
regular intervals and suggested that once every three years would 
be appropriate. Mr, Maybin stated that the setting .of .regular 
hearings would enable the Utility Companies to prepare a more 
rigorous forecast and suggested that March would be a suitable 
time, The Utility Companies also Suggested that Method 1 would 
be suitable for making interim delivery adjustments between 
hearings) and) preferred Method 1 for cushion gas requirements. 

(5) Views of Trans-Canada 

Trans-Canada expressed the belief that a requirements 
hearing at regular intervals was reasonable and that Method 1 
should be used for interim adjustments. It submitted that. the 
adjustment for cushion gas should not be a multiple of the 
first, year requirements, but should be determined in. a manner 
similar to Method l. 

(6) Views of Alberta and Southern 

Alberta and Southern, said it did not. believe it necessary 


to formalize the scheduling of hearings and interim computations, 
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(7) Views of Home 

Home saw considerable merit in the holding of periodic 
hearings to determine the Province's future gas requirements and 
recommended that such hearings should be held every three or 
Four years Home favoured the computation of interim require- 
ments ror delivery by" Method le" It™believed@Alberta es total 
requirements includine ?cushionveas requirements could De userully 
expresseds int a simphilied=rormulas and=supponteamsie pan dcmso. 

(8 ) Views of Husky 

Husky favoured the determination of provincial requirements 
at a®hi@aring "once “every "two years and suggested that interim 
adjustments “showldh (rer hrzereitet iodo With respect to cushion 
gas “adjustments, Husky supported Methods “since tt was related 
to "Coal *rather than intttal@yvear*=requirements and *would "ensure 
Sseparateerdemt rricat ron ot tcten Pon, easieands somomee rime ae 
requirements. 

(oo eee chrome Chet 1c 

Pacifte-sitated the’ “Boards “current methods of "assessing long 
term ‘gas’ requirements were "satisfactory; “rt ‘considered the tiolding 
Of a periodi @ tears was unnecessary. 

With respect to interim adjustments for deliverable require-— 
ments, Pacific recommended the use of Method 3, Tt “said this 
method would properly reflect growth rates derived from accepted 
Statistical growth formulae’. Pacific recommended that the 
simplification of interim calculations of cushion gas would 


best be achieved by Method 1, since it was a simpliried? form or 


the Board's derived formula. 

(10) Views of Shell 

Shell favoured the holding of hearings at five-year 
intervals for consideration of Alberta's gas requirements, Shell 
stated that regular hearings would result in more accurate fore- 
casts, since more submissions would be drawn from interested parties, 
which might lead to the development of improved techniques for 
the determination of requirements. Shell also proposed that if 
significant departures from assumptions underlying forecasts 
adopted after the regular hearing became apparent, the forecast 
should be reviewed, 

For interim delivery requirement adjustments, Shell supported 
Method 1, It recommended that the interim cushion gas require-— 
ments be established by multiplying the 30th year delivery require-— 
ment determined at the interim hearing by the ratio of cushion 
gas to the 30th year requirement for delivery determined at the 
periodic requirement hearing. 

(11) Views of Amoco 

Amoco agreed with the holding of a hearing as required from 
time to time to consider provincial gas requirements. No comment 
was offered with respect to interim adjustments between hearings, 

(12) Views of Consolidated 

Consolidated found merit in the suggestion that the interim 
reserves needed to meet cushion gas requirements of Alberta be 
determined as a multiple of the total 30-year requirements 


(Method 1). Consolidated stated sufficient history existed for 
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reliance upon such a multiple and suggested that’ lafactor tf 
1.34 be used for the next few years. The factor should be 
subject to periodic review, based on a detailed reserves 
derive tabi. daitys Jsititeds 

Consolidated did not offer evidence concerning periodic 
requirements hearings and interim adjustments for deliverable 
requirements. 

(13) Views of the Board 

Regular Requirements Hearings. The Board observes a clear 
concensus for holding requirements hearings on a besuimrebasisa 
distinct from any one hearing concerning removal of gas from the 
Provianee .'iThe BoardMaprees With® the SitLess uti tye Compantes) and 
the producing industry and therefore intends to adopt' this 
Proceduresy “With tes pect to frequency of hearings, the Board 
notes that the majority favoured some three years, *The Board 
concurs with this view but believes that it might be feasible 
to extend the period when more experience with the procedure is 
acquired. ihe Utility Companies and the Gitt@estindweatedlehas 
the hearings could be timed for early spring. The Board éan’see 
no-objection toithis suggestion and, therefore, is prepared to 
call the first Alberta long term requiréménts “hearing for mid— 
April 1970. The scope of the hearing would embrace both the 
Province's 30-year requirements and the 30th year peak day 
requirements, 

interim Adjustments of Requirements for Delivery, The 


majority of industry favoured the utilization of Method 1 outlined 


in the Board staff document. Given the availability of the long 
term requirements forecast as set at the regular hearings to be 
called -»by ‘the Board, the Board agrees that Method 1 is more 

direct and accurate than the use of ratios based on initial 

year requirements and the use of equivalent growth rates as 
Suggested in Methods 2 and 3 respectively. Moreover, Method 1 
automatically generates the 30th year delivery requirements, which 
have utility in peak day calculations, Thus, the Board will 
calculate interim adjustments according to the following formula, 
applied for example to time 2 following the setting of the long 


term requirements on the basis of the periodic hearing; 


2 
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where R = Province's long term requirements set 
after the hearing at time 03s too be 
reviewed at time 3; 


R = Province's long term requirements at the 
beginning of time 2; 


"y = production, time 0 to end of time bs 


r30 = estimated requirements for last yearoot£ 
long term forecast; 


g = annual growth rate over last portion of 
forecast period. 


Im the event that significant deficiencies in the long term 
gas forecast become apparent between the regular requirements 
Nearings, on if major unanticipated developments be realized, the 
Board would consider incorporating fundamental revisions in 
interim adjustments. Under these circumstances, the Board would 


hear evidence at any hearing for the removal of gas from the 


Re 


Province and might call an interim requirements hearing. 

Interim adjustments to ‘cushion! gas requirements. Having 
regard for the different nature of peak day requirements “and 
deliverable requirements, the Board believes that there is 
merit in retaining a separate identification of each category in 
making interim adjustments. Thus, the Board does not endorse 
Method 3 in the Board staff document. Methods 1 and 2 both 
express cushion gas requirements as ratios based on long term 
delivery requirements and first year requirements respectively’. 
Thes-Board) notes that: given the, recent declining trend in’ the 
respective factors, interim adjustments probably should provide 
for-extxrapolationg of Such trends. The Board believes an 
easier method would be that suggested by Shell. The latter 
entails increasing the cushion gas requirement adopted by the 
Board following the periodic requirements hearing by the 
Proportionate increasejineithe 30theyearsrequirement . The 30th 
year requirement would be calculated by the interim adjustment 
method endorsed above. Thus, the Board will adoptythe following 
formula for interim cushion gas requirements, effective following 


the requirements hearing toshévcalledsbyethe Board in the spring 


O84L9 7.0: 
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where C36 = cushion gas requirement determined at the 


fegular three year hearing 


C390 4, = jcushion gas determined at an interim year 
n years after the regular hearing; 


630 = 30th year requirement for delivery 
determined at the regular hearing; 


 30+n = 30th year requirement for delivery 
determined at an interim Year nN veers after 
the previous regular hearing. 
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Vibe DECISION 


The following is a summary of the Board's decision respect-— 
ing each of the matters considered at the subject hearing. 
Le The Board accepts the suggestion of CPA respecting the 
average annual growth rate for gas reserves to be used in 
determining themiuture surplus. to the extent tiatett wilt 
project future growth on the basis of the growth experienced over 
the most recent 10-year period. In projecting the erowth rate 
into the fuburemsthe Board swulile have recard tortie stnend in 
the growth rate over the 10-year period, the percentage of the 
ultimate reserves which has been developed, and other relevant 
factors: 
oP The Board approves the recommendation of CPA that the 
number of years of growth of gas teserves used in the future 
surplus calculation be determined on the basis of the Province's 
‘estimated remaining reserve potential. The Board hereby adopts 
the following formula for calculating the number of years and 


will round the number to the nearest one-half year: 


Tg POT ae ees 
10 
where Te = Years of growth of gas reserves; 
Rpor = Potential initial marketable reserves of 


Uemrrovince trillions of cubic feats 


Rust = Established initial marketable reserves 
at the time of the formula's application , 
CriVbtOnS Gt) eCUubD ic. feet, 
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om The Board agrees in part with the application of CPA 
respecting the inclusion of deferred Sas reserves which will 
become available within 10 years in the calculation of the 
contractable surplus. The Board has altered its present 
policies respecting deferred reserves to the extentithat it 
will include as contractable those deferred reserves from which 
faltiabeproduct tan will take place within three years plus those 
deferred reserves from which initial, produetion will occur beyond 
three years; but, within, the foreseeable future if the reserve 

is under firm contract to a company removing gas from the 
Province, and, is. also. included in a permit or application for a 
permit for the removal of the gas, The portion of the reserve 
classified as contractable will be dependent upon the approved 
Or projected producing rates from the reserve, 

4. The Board will not conduct a regular gas reserves hearing, 
but will increase its informal liaison with industry respecting 
the estimating of gas reserves. 

ay The Board will conduct a requirements hearing every three 
years beginning in the spring of 1970. The hearing will deal 
with both the Province's 30-year requirements and the 30th-year 
peak day requirements, Between hearings, and provided no 
substantial new evidence is available, the Board will make 
interim adjustments to the requirements on the basis of the 


following formula. 
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where Ry = Province "s long térm requirements set after 
the? hearing at*time’ O'f "to “bet treviewed at 
time 3, bitTions of eubictrect: 
Rr 9 = “Province “ewlong term requirements at 
biefel nntl niee*ou Hei met 22% 2 "bal tons! "orl cup tere et. 
PH =8o production time Oo trot endore tim etiy* b44) 1von's 
Of cubic feet 
639 =" estimated “requirements "tor Vast year of Vong 
Cexm or ecas t+, U1iaron gor cubic tee t= 
g = ‘annttal growth: rate over!dast¥ port lon OF 
forecast period, per cent. 
oe, Effective following the 1970 requirements hearing, the Board 


will during the interim between requirements hearings, determine 


the Province's cushion gas requirement using the following formula: 


C304n 


where C30 


C30+n 


B30 


Y30+n 


Y304n x C30 


£30 


cushion gas requirement determined at the 
pegular three year hearing, Grillions of 
cubic feet; 


cushion gas determined at an interim year n 
years artenr the resularehéearine, trillions 
or cubice ree te 


30th year requirement for delivery détermined 
at the ,resular hearing, billions of cubic 
ieee 


30th year requirement for delivery determined 
at an interim year n years after the previous 
regular “hearing, billions of cubicifeer. 


The first@@our of the above decie roncew mul ebe pu Into 


effect immediately. 


The first) requirements (héaring will be held 


next spring, and after announcement of the Board's findings upon 


that hearing, the decision regarding the determination between 


hearings of the cushion gas requirement will be applicable, 


aay ONE ie: 


MLL SUMMARY OF THE BOARD'S POLICY FOR DHE. ¢ 
ADMINISTRATION OF APPLICATIONS FOR 
PERMITS FOR REMOVAL OF GAS FROM THE 


_ PROVINCE 

The following is a summary of Board policy resppectingoappidt — 
ations made under The Gas Resources Preservation Agted¥956t5 for 
permits for the removal of gas from the Province. The summary 
deals not only with those matters considered at the subject 
hearing but also with the entire policy respecting such 
applications, 
dn An.applicant: fora permit must have under contract approx— 
imately 80 per cent of the total volume of gas for which he applies 
for a permit for the removal of gas from the Province. Furthermore, 
permittees must have under contract some portion of the gas in 
each of the fields, pools or areas Proposed to be included in a 
permit, 

a For purposes of the surplus calculation, the Board will 
determine the amounts of Sagswhich)pit.anticipatesewil Lube stakean 

by Alberta consumers, a permittee or an applicant for a permit, 

in accordance with the following general rules for all pools other 
than those in.which.a portion of the reserves are considered as 
deferred: 

(1) Where an Alberta consumer has the onby s¢enmtrnadt so dim ad 
field, pool.or area; the entire .reserve will ibe treated as 
available for Alberta requirements. 

(2) Where an Alberta consumer and one or more companies 


removing gas from the Province have under contract gas reserves 


ee 


in a field, pool or area, only the actual reserves under contract 
to the Alberta ce ditytiin Saatty AC be treated as available for Alberta 
requirements and the remainder will be assumed to be available 
forsanclustons ani permitcs ; 

(3) Where only one company removing gas from the Province 
has contracts in a field, pool or area, the Board may consider 
that the entire reserve will be available for inclusion in the 
company's permit depending on the amount of Sao vunaer con trac t 
and the size and location of the reserve. In other instances the 
Board may consider that only that reserve actually under contract 
will: belavailable’ foriinclusion”Y ina permit} 

(4) Where more than one company removing gas from the 
Province has contracts in a field, pool or ares s@the fietd!=*poer 
or area may be named in both of the permits and the bOsrT Ga Fon the 
basis of the amounts of gas under contract and the size and 
location of the reserves, may determine the volume of reserves 
going to the companies to be either the total reserves apportioned 
to each company on the basis of the contracts or the reserves 
actually under contract. 

Shs For spools: cin which ta%portion ‘of (theirésérvés “ard 'considered 
as deferred, the Board will adhere to the following general 
rules in determining the amounts of gas available to Alberta 
gcnsunenae to a permittee or to an applicant for a permit: 

(1) Where an Alberta consumer has contracts in a £Lfeld, 
pool or area, the Board will determine the reserves available 
to the Alberta consumer on. the basis of: .a detailed study of the 


particular sitwation. 


a g5od 


(2) °?* The’ Boat awit? net consider’ fof | tadlusién in’ a permit, 
a quantity of gas reserves greater than that under firm eontract * 
to the permittee or applicant for a permit. 
4, In the actual consideration of an application for a permit 
authorizing the removal of gas from the Province, ‘the Board will 
assess both the contractable and the future SuUrp las, The Board 
will approve for removal from the Province only such quantities 
of gas which it is satisfied are surplus to both the contractable 
and future requirements of the Province. 
a Upon an application for the removal of gas from the Province 
the volume of gas that may be specified in a permit for removal, 
if found to be surplus to the requirements of the Provineée 5; @will 
be the lesser of 
(a) the volume applied for, or 
(b) the established reserves in the Fields, pools and 
areas named in the permit or applied for and judged 
by the Board to be available to the applicant in 
accordance with the rules set out in paragraphs 2 
and 3 above. 
oe Gas reserves will be estimated by the Board on the basis of 
evidence submitted at hearings of applications made under both 
The Gas Resources Preservation Act, 1956, and The Oil and Gas 
Conservation Act, and reserve estimates made by the Board staff. 
Following the hearing of an application under The Gas Resources 
Preservation Act, 1956, ie "Board or tte ‘staff ay Consul er Silt Kh 


the applicant and interveners prior to making reserve estimates 


ae Ges 


for yspecificprields,ypools,orwareac. A OUrBCOp Pldentia | wdataywa ll 

not be considered at such meetings. 

i he. The Board will segregate both» the, reserve and requirement 
quantities into a-«contractable component and a remaining, future 
componentefor purposes lol calculating sthetsurplus: The method 

of caleuFatine thelsugp lus sisi! biustrateddingdetazl ingtlap te 

VITLo The. leftchand ssidevof .the table shows -an entry number 

for convenience in discussion. The volumes shown are for illustrative 
purposes only and do not representythe gactualysurplusssittuagion 
ABsany eno labs ing &imes 

oe: Loemake,the PsunplusshealLeculation meanine hubs all seseuves 

and requirements will be converted to the common heating value 

Dasis Of LUUO “British thermal munitse pers cubmicm Eo ocr 

om Contractable reserves now considered within economic reach, 
shown inptheyfhinst entry inythe table, awil abe (those pontions (ar ethe 
total established gas reserves which are large enough in size 

or in close enough proximity to existing pipe lines to make delivery 
to markets economically feasible. 

AMO Delrerred reserves, shown as sentry 2) jaremoubtpocuedm: tom 

those ewithin ~economic reach to determine the total contractable 
reserves; entry 3; Deferred imeasarvesswilhlL include pall joas 

reserves ofrom which initial aproduction is .defearred »,»beyond three 
years {unless the «reserves .are under .fircm contract. to 4 company 
removing gas yfnom the’ Rrovinae, ;and, jane included jim a,permit 

or ansapphication for ja permit to remove jaas. 


AF In determining the portion of a particular deferred reserve 


= bien 


which will be classified as contractable, the Board will adhere 
to the following rules: 

CG) 2 Where ia -resexyelsie: not uniderrcontract. but has 
qualified as contractable because initial production will take 
place within three years, the contractable reserves will be the 
total production resulting if the approved producing mate iis 
projected to the end of the 30-year protection period. 

(2) Where a reserve has been classified. as contractable 
because the reserve is under contract and is also ineluded in an 
application for permit, the contractable portion will be those 
reserves deliverable during the term of the permit. The 
deliverable reserves will be determined as the total, production 
if the existing producing rate is projected until the time when 
full or normal deliveries can be expected and the normal 
delivery rate is projected thereafter until the terminal year 
of the permit. 

(3) Where a reserve is under contract, in whole or Dax £4, 
to an Alberta consumer, the portion of the reserve considered as 
contractable wili be determined on the basis of a detailed study 
of thegpartdcudian situation. 
ra The contractable Alberta requirements, shown in entry 4, will 
be taken as the greater of 30 times the requirements for delivery 
in the first year, ofthe period,underes consideration, or the 
remaining reserves in those fields committed, to,and supplying 


Alberta's requirements. 


Igo tes 


Se The permit requirements will include the remaining 

comm tmenitisutor delivery ,senmtrnyy). Jand wiiliitesisor include 
provision to meet the terminal year peak day requirement for 
ceria pelrnmiites, feirbryen. Rei dlatiters pr omierontiwiids be onda sion 
older permitist wheres ical culations) pub liitshedmbystthet Boardinave 
included ‘some quantity) of. @asiito provilldelifor tthe! terminals ye ar 
peak day and where the permittee has not subsequently agreed to 
the discontinuance® ofelt histo visions, 

Lae For permits including reserves reprocessed at pipe line 
straddle plants, the permit requirements will not include the 
gas utilized as. fwelito Piremoved! as) matureite act ImUids! fat the 
reprocessing) plants thet ausetisuch! @aso ist included imethe= Alberts 
requirements . 

Loe The total’ contractablesréquirements§senhtry! 7. wile beta he 
sum of the contractable Alberta requirements and the permit 
Yequirements. This will be subtracted from entry 33). Eeiitip tas 


contractable reserves, to give the contractable surplus shown as 


entry 8%. 
16% Entry 9 of the table shows the total Alberta requirements 
for delivery. These will be the 30-year requirements of the 


Province as set by the Board following requirements hearings to 
be held every three years. During the interim between hearings 
the 30-year requirements normally will be calculated on the 


basis of the following formula: 


rot: 


Z 
Rr49 oe ee ee r30 Ee + ge pe eh Yhicr age) 4 
where Ry, = Province's long term requirements set after 
the hearing at time 0, to be reviewed at 
tine 3; billions of ‘cubic feet; 
R492 =" Provittcde"s long térm réeduirénent sat beginning 
of time 2, billions of cubic feet: 
Po = Production, time 0 to end of time 1, billions 
of cubic feet; 
6309 = estimated requirements for last year of long 
cetm forecast, billions of cubic feet: 
g = annual growth rate over last portion of fore- 
cast “pervod ~ per ent 
Le Be In determining the 30-year requirements of the Province for gas, 


the gas utilized as fuel and removed as natural gas liquids in 
processing plants located at the field level, is not included as 

a requirement. This is because such gas is considered as part of 
the surface loss and the reserves as estimated by the Board are 
adjusted to reflect these uses. On the other hand, the surface 
loss adjustment to reserves does not reflect the gas utilized 

as fuel and removed as natural gas liquids at pipe line straddle 
reprocessing plants nor does it include the fuel requirements of 
Alberta Gas Trunk Line. For this reason, the Board includes these 
uses in the estimated requirements of the Province. 

LS. Entry 10, the deliveries available from contractable reserves 
are that portion of the contractable Alberta requirements shown 

as entry 4 which can actually be delivered during the 30-year 
period. These deliveries will reflect the steadily increasing 
size of the market being served and also the delivery capabilities 
of the reserves. They will be determined on the basis of detailed 


deliverability schedules prepared following the regular requirements 


hearings. 

196. The total Alberta requirements for the 30th~-year peak day 

are shown as entry 12 ,and are the ctshion,gas required to meet 
Alberta's peak day .requirements,.. They will be calculated from 

the detailed deliverability schedules mentioned in item 18. During 
the interim between hearings the cushion gas requiremm t will be 


adjusted wutiligine the stollowines formula. 


C3otne. Fi: 30+nhewx eG 
*30 
where C309 = cushion gas requirement determined at the 
tegwular vthree -year hearing} ntrillions tof 
cubie feet: 
C3 Ooh = cushion gas determined at an interim year 
noeyearslafternnthesréeeubar thearing , 
tri bitonswoheeupiice. fear: 
6309 = 30th-year requirement for delivery determined 
abnthe sregubarthearing sy bibliond of aeubic sfeet: 
Baga = 30th-year requirement for delivery determined 
at an interim year n yeats atter the previous 
regular Hearing} billions of cube sfeat. 
Z08 The cushion gas available from contractable reserves is shown 


as entry 13 and is the portion of contractable reserves not 
deliverable during: the 30-year period. tt ishealewlateds»as =the 
difference between the contractable Alberta requirement sj,jsentry 
4, and the deliveries from contractable hese nye sig jentiry yL0n igs 
is in turn subtracted from the total required cushion gas, entry 
igs iwi iar entry 14, the reserves required from other 
sources to meet the 30th-year peak day. Entries 11 and 14, the 
requirements from other sources for delivery and as cushion gas, 
are added to give the total remaining requirements shown as entry 


Hone 


= Bil ete 


21. Renata 16. of the table ig ‘the portion of deferred gas not 
tne and cdl as Se are reserves but estimated by the Board 

on. .the basis of the’ best information available to be deliverable 
during the 30-year period or available to support the 30th-year 
peak day requirement. 

22, The gas estimated to be deliverable within 30 years “or 
available to support the 30th-year peak day requirement from 
reserves now considered beyond economic reach is shown as entry 
Dy, Under current conditions it is taken as 75 per cent of the 
total reserves now considered beyond economic reach. 

Ce Entry 18 is the portion of the cushion gas provided for 

the terminal year peak day requirements of permits which the Board 
estimates as available for delivery or for meeting peak day 
requirements after the final year of the permits but \within the 
30-year period. This quantity will be determined from detailed 
deliverability schedules. 

24. The future reserves available from gas not yet established 
as shown in entry 19 will be determined by projecting a growth 
rate based on the growth experienced over the most recent 10-year 
period, into the future a number of years calculated by the 


following formula: 


T¢ aeigy = Raa 
LO 
where T¢ = Years of growth of gas reserves; 


Potential initial marketable reserves of 
the, Province, trillions of cubic ere. © 


vs) 
as} 
oO 
| 
ll 


Bes ane 


R = Established initial marketable reserves 
EST : : : 
at the time of for formula's application, 
trillions of cubic feet. 
2 ae The isum of centin ilies \L@y labs sb@psarid (19 ets! thie total remaining 
and future reserves shown in entry 20. Entry Lor fethentt otal 


remaining requirements is subtracted from entry 20 to determine 


the future surplus shown as entry 21. 
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TABLE Viil 


GAS SURPLUS TO ALBERTA'S REQUIREMENTS AND PERMIT 


COMMITMENTS AS ESTIMATED BY THE BOARD 


ILLUSTRATIVE 


(ALL VOLUMES IN TRILLIONS OF CUBIC FeeT «AT 1000 BTU CUBIC FooT) 


CONTRA CTABLE RESERVES 
Now CONSIDERED WITHIN ECONOMIC REACH 
LEss: DEFERRED 

TOTAL CONTRACTABLE RESERVES 

CONTRACTABLE REQUIREMENTS 
CONTRACTABLE ALBERTA REQUIREMENTS 
PERMIT REQUIREMENTS: 


To Meet COMMITMENTS 
To MEET TERMINAL YEAR PEAK DAY 


TOTAL CONTRACTABLE REQUIREMENTS 


CONTRACTABLE SURPLUS 


REMAINING REQUIREMENTS 
TOTAL ALBERTA REQUIREMENTS FOR DELIVERY 
Less: DELIVERIES FROM CONTRACTABLE RESERVES 
DELIVERIES REQUIRED FROM OTHER SOURCES 


TOTAL ALBERTA REQUIREMENTS FOR THIRTIETH 
YEAR PEAK DAY 


Less: AVAILABLE FROM CONTRACTABLE RESERVES 


REQUIRED FROM OTHER SOURCES To MEET 
THIRTIETH YEAR PEAK DAY 


TOTAL REMAINING REQUIREMENTS 
REMAINING AND FUTURE RESERVES 
FROM DEFERRED GAS AVAILABLE WITHIN 30 YEARS 


FRom RESERVES Now CONSIDERED BEYOND ECONOMIC 
REACH 


From RESERVES PROVIDING FOR TERMINAL YEAR 
Peak DAY IN PERMITS 


From Gas Not YET ESTABLISHED 
TOTAL REMAINING AND FUTURE RESERVES 
FUTURE SURPLUS 


15.0 


6.0 


50 
2.0 


a0) 


sol 


5.0 


2.0 


0.1 


12.0 


42.0 
6.0 
36.0 
8.0 
35.0 
1.0 
12,0 
19.1 
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